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INDEPENDENT AUDITOR'S REPORT

To the Honorable Mayor and

Members of the City Council
City of the Village of Douglas
Douglas, Michigan

We have audited the accompanying financial statements of the governmental activities, each major fund, the
discretely presented component unit, and the aggregate remaining fund information of the City of the Village of
Douglas, Michigan as of and for the year ended June 30, 2008, which collectively comprise the City's basic
financial statements as listed in the table of contents. These financial statements are the responsibility of the City's
management. Our responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatements. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, each major fund, the discretely presented component unit, and the
aggregate remaining fund information of the City of the Village of Douglas, Michigan as of June 30, 2008, and the
respective changes in financial position and cash flows, where applicable, thereof for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

The management’s discussion and analysis and budgetary comparison information, as identified in the table of
contents, are not a required part of the basic financial statements but are supplementary information reguired by
accounting principles generally accepted in the United States of America. We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods of measurement and
presentation of the required supplementary information. However, we did not audit the information and express no
opinion on it.

Qur audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the City of the Viliage of Douglas, Michigan's basic financial statements. The accompanying other supplementary
information, as identified in the table of contents, is presented for the purpose of additional analysis and is not a
required part of the basic financial statements. The other supplementary information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects in refation to the basic financial statements taken as a whole.

Wmn. .’% e,

ABRAHAM & GAFFNEY, P.C.
Certified Public Accounlants

November 20, 2008

East Lansing = Rochester Hills = St. Johns
-j-




City of the Village of Douglas
MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2008
As management of the City of the Village of Douglas, we offer readers of the City of the Village of Douglas’
financial statements this narrative overview and analysis of the financial activities of the City for the year ended

June 30, 2008. Please read it in conjunction with the City's financial statements.

Financial Highlights

As discussed in further detail in this discussion and analysis, the following represents the most significant
financial hightights for the year ended June 30, 2008;

« For the first time in the City’s history, the capital assets from the water and sewer mains, pump houses
and other assets involving the water and sewer infrastructure are being recognized by the City as capital
assets. These assets that were never reported as assets in prior financial statements had a net book
value of $3,061,585 at the beginning of the year which increased total capital assets by almost 50%.

¢ The Major Street Fund and Local Sireet Fund both receive ACT 51 funding from the State of Michigan.
However, the ACT 51 money only covers about 35% of just the operating expenditures for the Major
Street Fund, not counting any road construction, and only counts for 18% of the operating expenditures
for the Local Street Fund. In order for these funds to maintain a positive fund balance they both are
significantly supported with monies from the Road Millage Fund.

s Property tax revenues increased approximately $106,838 from the prior year and an increase of $170,821
in grants and contributions received.

s The City completed the Center 5t. Project as well as the Center and Waler 5t. intersection repair.

s The Downtown Development Authority for the first time this year is being correctly reported as a discretely
presented component unit of the City instead of being reported in with the governmental funds.

» Total fund balances related to the City's governmental funds increased by $98,231 including an increase
of $71,976 in the General Fund. N

Using this Annual Report

This annual report consists of a series of financial statements. The statement of net assets and the statement of
activities provide information about the activities of the City of the Village of Douglas as a whole and present a
longer-term view of the City's finances. This longer-term view uses the accrual basis of accounting so that it can
measure the cost of providing services during the current year, and whether the taxpayers have funded the full
cost of providing government services.

The fund financial statements present a short-term view; they tell us how the taxpayers’ resources were spent
during the year, as well as how much is available for future spending. Fund financial statements also report the
operations of the City of the Village of Douglas in more detail than the government-wide financial statements by
providing information about the City's most significant funds.

The City as a Whole

The following table shows, in a condensed format, the net assets as of June 30, 2008 and 2007, respectively.

Governmental Activities

June 30,
2008 2007
Assets
Current & other assets $ 2,329,361 $ 2,235,128
Capital assets 6.118.878 3.078,506

Total assets 8,448,239 5,313,634

.



City of the Village of Douglas
MANAGEMENT'S DISCUSSION AND ANALYSIS

June 30, 2008

The City as a Whole - continued

Governmental Activities

June 30,
2008 2007

Liabilities

Current liabilities $ 234,181 $ 251037

Long-term liabilities 485,643 522 207

Total liabilities 719,824 773,244

Net Assets

Invested in capital assets

net of related debt $ 5,599,009 $ 2,531,774

Restricted 696,907 532,364

Unrestricted 1,432,499 1,476,252

$ 7728415  $4.540,390
The City's total net assets were $7,728,415 at June 30, 2008, representing an increase of $3,188,025 from the
prior year. Unrestricted net assets {the part of net assets that can be used to finance day-to-day operations)

were $1,432,499 at the end of the fiscal year, representing a decrease of $43,753 from the prior year. The
amount invested in capital assets, net of related debt was $5,599,009.

The following table shows the changes in net assets during the current year and prior year, respectively.

Governmental Activities

June 30,
2008 2007
Revenues

Program Revenues
Charges for services $ 537612 $ 598,492
Operating grants & confributions 226,242 148,090
Capital grants & contributions 137,594 44,925

General Revenues
Property taxes 1,757,485 1,650,647
State shared revenue 97,336 102,864
Investment earnings 83,815 112,523
Other 15,280 237,063
Total revenue 2,855,364 2,894,604

Program Expenses
General government 630,302 664,188
Public safety 822,513 792,608
Pubic works 778,104 521,540
Community & economic development 324,413 189,980
Recreation and cultural 121,550 123,347
Interest on long-term debt 24079 23,066
Total program expenses 2,700,961 2,314,739

Change in net assets $ 154403 § 579.865



City of the Viillage of Douglas
MANAGEMENT'S DISCUSSION AND ANALYSIS

June 30, 2008

Governmental Activities

The City's governmental revenues totaled $2,855,364 for the year ended June 30, 2008, which represents a
decrease of $39,240 from the prior year, with the greatest revenue source being property taxes. Property taxes
make up approximately 62 percent of total governmentat revenue. Over the past few years, state shared
revenue has declined as well as investment earings. A significant decrease appears in the other revenue row
because of the $150,000 recorded from the settlement over assets with Saugatuck Township in 2007.

The City incurred governmental expenses of $2,700,961, which represents an increase of $386,222 from the
prior year. The largest area of governmental expense is associated with the public safety function because of
the additional costs of covering two cities. The community and economic development function increased due
to the re-writing of the zoning ordinances and increased legal costs.

. The net assets of the governmental activities increased by $154,403 for the year ended June 30, 2008.

The City’s Funds - Fund Level Financial Statements

The analysis of the City's major funds begins after the government-wide financial statements. The fund financial
statements provide detailed information about the most significant funds, not the City of the Village of Douglas
as a whole. The City of the Village of Douglas creates funds to help manage money for specific purposes as
well as to show accountability for certain activities, such as property tax millages. The City's major funds for the
fiscal year ended June 30, 2008 include the General Fund, Major Street Fund, Road Millage Fund and Water &
Sewer Revolving Fund.

The General Fund pays for most of the City's governmental services. The most significant services provided
during the fiscal year were public safety and general government. General government includes City hall and
grounds and other City services and public safety includes the police department for the joint police department
of the Cities of Douglas and Saugatuck. Public safety and general government incurred expenditures of
$801,090 and $622,497, respectively, for the fiscal year ending June 30, 2008,

The Major Street Fund's biggest expenditure of $241,561 was in the public works function which covers the
costs of street repairs and maintenance and snow removal. The Major Street Fund's major revenue is ACT 51
monies and a grant for Wiley Road for approximately $55,000.

The Road Millage Fund generates revenue from the special millage for roads. The Road Millage Fund has no
operating expenditures but transfers money to the Major and Local Street Funds. In the fiscal year ending June
30, 2008 the Road Millage Fund transferred $176,000 to the Major Street Fund and $153,000 to the Local Street
Fund.

The Water & Sewer Revolving Fund collects revenues from tap-on fees from new developments. Kalamazoo
Lake Sewer & Water Authority maintains and collects all such fees received for the City. These funds are set
aside for future Water and Sewer projects that will be the responsibility of the City of the Village of Douglas.

General Fund Budgetary Highlights

The City under estimated revenue by $8,981 and came in $316,372 under budget for expenditures and other
financing uses for the General Fund for the fiscal year ending June 30, 2008. The General Fund's expenditures for
general government, public works, and public safety were all under budget by $90,604, $77,507 and $68,956,
respectively. The City's General Fund, after budget amendments, was budgeted for a $253,377 decrease in fund
balance and actually increased fund balance by $71,976.

- v -



City of the Village of Douglas
MANAGEMENT'S DISCUSSION AND ANALYSIS

June 30, 2008

Capital Asset and Debt Administration

At the end of the fiscal year, the City had approximately $6,118,878 invested in a broad range of capital assets,
including buildings, land, improvements, equipment, and infrastructure net of accumulated depreciation. The
City incurred depreciation of $417,762 for the current fiscal year.

During the current year, the City paid $42,131 in debt principal and saw a net increase to compensated
absences of $6,934. The City has $596,587 in debt outstanding as of June 30, 2008, including $76,718 for
compensated absences. Of the $596,587 of outstanding debt, $110,244 is debt due within the next fiscal year.
No new debt was incurred in the current year.

Current Economic Factors

The State of Michigan is experiencing significant budget problems, and as they look for solutions, revenue
sharing continues to be cut for municipalities. The ACT 51 revenue that the City receives from the State for
Major and Local Street Funds is insignificant to cover the required costs just to maintain the streets. This
requires money from the Road Millage Fund to be transferred to cover the operating costs to maintain the
streets in the City. Using monies from the Road Millage Fund to cover the operating costs of the streets
diminishes the fund's fund balance and prohibits the ability for the fund balance to grow to be used in the future
for major construction or other major street related activities.

Contacting the City's Management

This financial report is intended to provide our citizens, taxpayers, customers, and investors with a general
overview of the City's finances and demonstrate the City's accountability for the money it receives. If you have
guestions about this report or need additional informaticn, we welcome you to contact the City Clerk or
Treasurer at the City Hall.
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City of the Village of Douglas
STATEMENT OF NET ASSETS

June 30, 2008

Primary Government Component
Governmental Unit
Activities {DDA)
ASSETS
Current assets
Cash and cash equivalents $ 1,242,735 32,225
Investments 615,401
Receivables 43,191 -
Due from other governmental units 418,452 -
Prepaids 9,582 225
Total current assets 2,329,361 32,450
Noncurrent assets
Capital assets not being depreciated 93,800 -
Capital assels being depreciated, net 6,025,078 -
Total noncurrent assets 6,118,878 -0-
TOTAL ASSETS 8,448,239 32,450
LIABILITIES
Current liabilities
Accounts payabie 68,420 228
Accrued liabilities 53,120 -
Accrued interest payable 1,697 -
Current portion of compensated absences 49,867 -
Current portion of long-term debt 61,077 -
Total current liabilities 234,181 228
Noncurrent liabilities
Noncurrent portion of compensated absences 26,851 -
Noncurrent portion of long-term debt 458,792 -
Total noncurrent liabilities 485,643 -0-
TOTAL LIABILITIES 719,824 228
NET ASSETS
Invested in capital assets, net of related debt 5,599,009 -
Restricted for
Capital improvement 2,357 -
Street activites 694,550 -
Unrestricted 1,432,499 32,222
TOTAL NET ASSETS $ 7,728,415 32,222

See accompanying notes to financial statements.




City of the Village of Douglas

STATEMENT OF ACTIVITIES

Year Ended June 30, 2008

Net (Expense) Revenue and
Changes in Net Assets

Program Revenues Primary Government Component
Charges for Operating Grants Capital Grants Governmental Unit
Functions/Programs Expenses Services and Contributions and Contributions Activities (DDA)
Primary government:
Governmental activities
General government $ 630,302 $ 65,081 $ - 3 - 5 (565,221) % -
Public safety 822513 461,529 17,814 - (343,170) -
Public works 778,104 - 208,428 137,594 (432,082) -
Community and economic development 324,413 - - - (324,413) -
Recreation and cultural 121,550 11,002 - - {110,548) -
Interest on long-term debt 24,079 - - - {24,079) -
Total primary government $ 2,700,961 $ 537,612 5 226,242 3 137,504 (1,799,513} -0-
Component unit
Downtown Development Authority 3 30,793 % -0- $ -0- $ -0- -0- (30,793)
General revenues:
Property taxes 1,757,485 9,200
State shared revenue 97,336 -
Investment earnings 83,815 1,377
Miscellaneous 15,280 15,200
Total general revenues 1,953,916 25,777
Change in net assets 154,403 (6,016}
Restated net assets, beginning of the year 7,574,012 37,238
Net assets, end of the year $ 7,728,415 % 32,222

See accompanying notes to financial statements.




City of the Village of Douglas
GOVERNMENTAL FUNDS BALANCE SHEET

June 30, 2008

Major Road
General Street Millage
ASSETS
Cash and cash equivalents $ 521,498 $ 14,910 $ 454,815
Investments 409,574 - 205,827
Receivables
Accounts 9,242 - -
Special assessments - - -
Interest 834 - -
Due from other governmental units 211,701 13,859 -
Due from other funds - - -
Prepaids 8,788 397 -
TOTAL ASSETS $ 1,161,637 $ 29,166 $ 660,642
LIABILITIES AND FUND BALANCES
LIABILITIES
Accounts payable $ 62,632 $ 3,678 $ -
Accrued liabilities 46,114 3,795 -
Due to cther funds - - -
Deferred revenue 150,000 - -
TOTAL LIABILITIES 258,746 7.473 -0-
FUND BALANCES
Reserved for prepaids 8,788 397 -
Unreserved
Designated for capital improvements 357,309 - -
Undesignated, reported in
General Fund 536,794 - -
Special Revenue Funds - 21,296 660,642
Capital Project Funds - - -
TOTAL FUND BALANCES 902,891 21,693 660,642
TOTAL LIABILITIES AND
FUND BALANCES $ 1,161,637 $ 29,166 $ 660,642

See accompanying notes to financial statements.



Water and Nonmajor Total
Sewer Governmental Governmental
Revolving Funds Funds
% 837 $ 61,162 $ 1,053,222
- - 615,401
B} - 9,242
33,115 - 33,115
- - 834
186,929 5,963 418,452
- 2,357 2,357
- 397 9,582
$ 220,881 $ 69,879 $ 2,142,205
$ - $ 2,110 3 68,420
- 3,211 53,120
2,357 - 2,357
33,115 - 183,115
35,472 5,321 307,012
- 397 9,582
- - 357,309
- - 536,794
185,409 61,804 929,151
- 2,357 2,357
185,409 64,558 1,835,193
$ 220,881 $ 69,879 $ 2,142,205




City of the Village of Dougias

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET ASSETS

June 30, 2008

Total fund balance - governmental funds $1.835,193
Amounts reported for the governmental activities in the statement of net assets are different because:

Capital assets used in governmental activities are not financial resources
and therefore are not reported as assets in the governmental funds.

The cost of capital assets is $9,161,242
Accumulated depreciation is (3,042,364)
Capital assets, net 6,118,878

Internal Service Funds are used by management to charge the costs

of certain activities to individual funds. The assets and liabilities

of the Internal Service Funds are included in the governmental activities
in the Government-wide Statement of Net Assets.

Net assets of governmental activities accounted

for in Internal Service Funds 364,504
Net capital assets of Internal Service Funds
included in totai capital assets above (174,991)
189,513
Long-term receivables are not available to pay for current period
expenditures and, therefore, are deferred in the funds. These consist of:
Deferred revenue 183,115
Long-term liabilities are not due and payable in the current period and
therefore are not reported in the Governmental Funds Balance Sheet.
Long-term liabilities at year-end consist of;
Long-term debt payable (519,869)
Accrued interest payable {1,697)
Compensated absences {76,718)
(598,284)
Net assets of governmental activities $7,728 415

See accompanying noles lo financial statements.



City of the Village of Douglas

Governmental Funds

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

Year Ended June 30, 2008

REVENUES

Taxes

Licenses and permits
Intergovernmental
Charges for services
Fines and forfeits
Interest and rents
Other

TOTAL REVENUES

EXPENDITURES

Current
General government
Public safety
Public works
Community and economic development
Recreation and cultural

Capital outlay

Debt service

TOTAL EXPENDITURES

EXCESS OF REVENUES OVER
{UNDER) EXPENDITURES

OTHER FINANCING SOURCES (USES)
Transfers in

Transfers out

TOTAL OTHER FINANCING
SOURCES (USES)

NET CHANGE IN FUND BALANCES
Fund bhalances, beginning of year

Fund balances, end of year

See accompanying notes to financial statements.

Maijor Road
General Street Millage

$ 1,516,304 - 241,181
61,735 - -
556,752 152,022 122,424
15,000 - -
13,092 - -
43,168 1,401 30,297
14,951 - -
2,221,902 153,423 393,902
622,497 - -
801,090 - -
223,899 241,561 -
324,413 - -
109,199 - -

- 79,365 -

66,078 - -
2,147 176 320,926 -0-
74,726 (167,503) 393,902

- 176,000 1,458
(2,750) - {329,000)
{2,750) 176,000 (327,542)
71,976 8,497 66,360
830,915 13,196 594,282

$ 902,891 21,693 $ 660,642




Nonmajor Total
Water and Sewer Governmental Governmental
Revolving Funds Funds
3 - b - $ 1,757,485
- - 61,735
34,350 47.840 913,388
- 11,002 26,002
- - 13,002
6,630 2,649 84,145
2,846 - 17,797
43,826 61,491 2,874,544
- - 622,497
- - 801,090
474 194,061 659,995
- - 324,413
- 1,485 110,684
- 112,191 191,556
- - 66,078
474 307,737 2,776,313
43,352 (2486,248) 98,231
- 155,750 333,208
- (1,458) (333,208)
-0- 154,292 -0-
43,352 (91,954) 98,231
142,057 156,512 1,736,962
$ 185,409 3 64,558 $ 1,835,193




City of the Village of Douglas

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

Year Ended June 30, 2008

Net change in fund balances - total governmental funds 3 98,231
Amounts reported for governmental activities in the statement of activities are different because:
Capital outlays are reported as expenditures in governmental funds. However, in the

statement of activities, the cost of capital assets is allocated over their estimated useful lives
as depreciation expense. In the current period, these amounts are:

Capital outlay $ 396,549
Depreciation expense (417,762)
Excess of depreciation expense over capital outlay {21,213)

Internal service funds are used by management to charge the costs of
certain activities to individual funds.

Increase in net assets of Internal Service Funds 206,063
Depreciation expense of the Internal Service Fund
included in the total above 26,473
Capital outlay of the Internal Service Fund included
in the total above (171,0386)
61,500
Revenues in the statement of activities that do not provide current financial
resources are not reported as revenues in the funds.
{Decrease) in long-term receivables {524)
{Decrease) in deferred revenue {18,656)
(19,180)
Repayment of long-term debt and borrowing of long-term debt is reported as expenditures and
other financing sources in governmental funds, but the repayment reduces long-term
liabilities and the borrowings increase long-term liabilities in the statement of net assets.
In the current year, these amounts consist of:
Long-term debt principal retirements 42,131
Some items reported in the statement of activities do not require the use of current financial
resources and therefare are not reported as expenditures in governmental funds. These
activities consist of:
{Increase) in accrued interest payable {132)
(Increase) in accrued compensated absences (6,934)
{7,066)
Change in net assets of governmental activities $ 154,403

See accompanying notes to financial statements.




City of the Village of Douglas

Proprietary Fund

STATEMENT OF NET ASSETS

ASSETS
Current assets
Cash and cash equivalents

Noncurrent assets
Capital assets being depreciated, net

TOTAL ASSETS
LIABILITIES
NET ASSETS
Invested in capital assets

Unrestricted

TOTAL NET ASSETS

See accompanying notes to financial statements.

June 30, 2008

Governmental
Activities

Internal
Service
Fund

$ 189,513

174,901

364,504

174,991
189,513

3 364,504




City of the Village of Douglas

Proprietary Fund

STATEMENT OF REVENUES, EXPENSES, AND CHANGE IN FUND NET ASSETS

OPERATING REVENUES
Charges for services

OPERATING EXPENSES
Operating supplies
Depreciation
TOTAL OPERATING EXPENSES
OPERATING INCOME

NONOPERATING REVENUES
Interest earned

CHANGE IN NET ASSETS
Net assets, beginning of year

Net assets, end of year

Year Ended June 30, 2008

See accompanying notes to financial statements,

-10-

Governmental
Activities

Internal
Service
Fund

& 220,260

1,587
26,473

28,060

201,200

4,863

206,063

158,441

3 364,504




City of the Village of Douglas
Proprietary Fund
STATEMENT OF CASH FLOWS

Year Ended June 30, 2008

CASH FLOWS FROM OPERATING ACTIVITIES
Cash receipts from users
Cash paid to suppliers

NET CASH PROVIDED
BY OPERATING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES
Purchase of capital assets

CASH FLOWS FROM INVESTING ACTIVITIES
Interest earned

NET INCREASE IN CASH
AND CASH EQUIVALENTS

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Reconciliation of operating income to net cash
provided by operating activities
Operating income
Adjustments to reconcile operating income
to net cash provided by operating activities
Depreciation

NET CASH PROVIDED
BY OPERATING ACTIVITIES

See accompanying notes to financial statements.

-1 -

Governmental
Activities

Internal
Service
Fund

$ 229,260
(1,587)

227,673

(171,036)

4,863

61,500

128,013

$ 189,513

3 201,200

26,473

$ 227,673




City of the Village of Douglas
NOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE A: DESCRIPTION OF CITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The City of the Village of Douglas is located in Allegan County, Michigan and has a population of approximately
1,214. The City of the Village of Douglas operates with a Councit form of government and provides services to its
residents in many areas including general government, law enforcement, highways, and streets.

The City has six {6) City Council members who are elected at large for overlapping four (4) year terms and a
Mayor elected at large for a two {2} year term. The Council appoints the Treasurer, Clerk, and City Manager.

The financial statements of the City have been prepared in accordance with accounting principles generally
accepted in the United States of America (GAAP) as applied to City governments. The Governmental Accounting
Standards Board is the accepted standard-setting body for establishing governmental accounting and financial
reporting principles. The City's more significant accounting policies are described below.

1. Reporting Entity

As required by accounting principles generally accepted in the United States of America; GASB Statement 14, The
Financial Reporting Entity (as amended by GASB Statement No. 39); and Statement on Michigan Governmental
Accounting and Auditing No. 5, these financial statements present the financial activities of the City of the Village of
Douglas (primary government) and its component unit (Downtown Development Authority).

2. Discretely Presented Component Unit

The component unit is reported in a separate column to emphasize that, while iegally separate, the City of the
Village of Douglas remains financially accountable for this entity.

The governing body of the Downtown Development Authority is appointed by the City Council, the Authority's
budget is subject to the approval of the City Council and the City temporarily relinquishes part of its tax base to the
Authority (tax increment revenues). A separate audit report is not issued for the Authority.

3. Joint Ventures

The Saugatuck Township Fire District (the “District”} is a joint venture between the City of the Village of Douglas,
the Township of Saugatuck and the City of Saugatuck. The administrative Board of the District consists of five
members, two at-large members and one member from each of the three participating units. The budget of the
District is approved at a joint meeting of the participating units. The District levies a special millage on all
applicable parcels within the District for fire protection that is used to finance the cost of operations and capital
expenditures of the District. Complete audited financial statements for the District can be obtained from the
Township of Saugatuck’s Clerk. As of June 30, 2007 the District had Fund Equity of $408,115.

The Interurban Transit Authority (the "Authority”) is a joint venture between the City of the Village of Douglas, the
Township of Saugatuck, and the City of Saugatuck. The Authority’s Administrative Board consists of six members,
two members appointed by each of the three participating units. The Authority has the capability and the authority
to provide public transportation to the general public. Complete audited financial statements for the Authority can
be obtained at the Authority's offices. As of September 30, 2007 the Authority had Net Assets of $570,710.

The Kalamazoo Lake Sewer and Water Authority (the “Authority”) is a joint venture between the City of the Village
of Douglas, the Township of Saugatuck, and the City of Saugatuck. The Authority’s Administrative Board consists
of five members appointed by each of the three participating units. The Authority was formed to operate, maintain,
administer and manage the water and sewerage systems located within the constituent units of government. Any
infrastructure constructed or paid for by the participating unit is considered owed by that unit and is recorded as
infrastructure on their respective records. Complete audited financial statements for the Authority can be obtained
at the Authority’s offices. As of February 28, 2008 the Authority had Net Assets of $4,095,140.
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City of the Village of Douglas
NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE A: DESCRIPTION OF CITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -
CONTINUED

4. Basis of Presentation

GOVERNMENT-WIDE FINANCIAL STATEMENTS

The statement of net assets and the statement of activities (the government-wide statements) present information
for the primary government and its component unit as a whole. All non-fiduciary activities of the primary
government are included. Interfund activity has been eliminated in the preparation of these statements.

The statement of activities presents the direct functional expenses of the primary government and its component
unit and the program revenues that support them. Direct expenses are specifically associated with a service,
program, or department and are therefore clearly identifiable to a particular function. Program revenues are
associated with specific functions and include charges to recipients of goods or services and grants and
contributions that are restricted to meeting the operational or capital requirements of that function. Revenues that
are not required to be presented as program revenues are general revenues. This includes all taxes, interest, and
unrestricted State revenue sharing payments and other general revenues and shows how governmental functions
are either self-financing or supported by general revenues.

FUND FINANCIAL STATEMENTS

The fund financial statements present the City's individual major funds and aggregated nonmajor funds. Separate
financial statements are provided for governmental funds and proprietary funds. Major individual governmental
funds are reported as separate columns in the fund financial statements.

The major funds of the City are:

a. The General Fund is the City's primary operating fund. It accounts for all financial resources of the general
government except for those that are required to be accounted for in another fund.

b. The Major Street Fund is a special revenue fund that is used to account for the financial resources related to
street maintenance and enhancements.

¢. The Road Millage Fund is a special revenue fund that is used to account for road tax resources and all non-
state funded road construction projects.

d. The Water and Sewer Revolving Fund is a capital projects fund that is used to account for the financial
resources related to water and sewer maintenance and enhancements done to the systems operated by
Kalamazoo Lake Sewer and Water Authority.

Additionally, the City reports an internal service fund to account for the management of mobile equipment provided
to other departments of the City on cost reimbursement basis.

5. Measurement Focus

The government-wide and proprietary financial statements are presented using the economic resources
measurement focus, similar to that used by business enterprises or not-for-profit organizations. Because another
measurement focus is used in the governmental fund financial statements, reconciliations to the government-wide
statements are provided that explain the differences in detail.

All governmental funds are presented using the current financial resources measurement focus. With this
measurement focus, only current asseis and current liabilities generally are included on the balance sheet.
Operating statements of these funds present increases {i.e., revenues and other financing sources) and decreases
{i.e., expenditures and other financing uses} in net current assets.
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City of the Village of Douglas
NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE A: DESCRIPTION OF CITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -
CONTINUED

6. Basis of Accounting

Basis of accounting refers to when revenues and expenditures are recognized in the accounts and reported in the
financial statements. Basis of accounting relates to the timing of the measurement made, regardless of the
measurement focus applied.

All governmental funds are accounted for using the modified accrual basis of accounting. Under this method,
revenues are recognized when they become susceptible to accrual {when they become both “measurable” and
“available to finance expenditures of the current period”). The length of time used for “available” for purposes of
revenue recognition in the governmental fund financial statement is 60 days. Revenues that are considered
measurable but not available are recorded as a receivable and deferred revenue. Significant revenues susceptible
to accrual are special assessments and certain intergovernmental revenues. Expenditures are generally
recognized under the modified accrual basis of accounting when the related fund liability is incurred, except for
interest on long-term debt which is recorded when due.

All proprietary funds are accounted for using the accrual basis of accounting. Their revenues are recognized when
they are earned, and their expenses are recognized when they are incurred.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989, generally are
followed in both the government-wide and proprietary fund financial statements to the extent that those standards
do not conflict with or contradict guidance of the Governmental Accounting Standards Board. Governments also
have the option of following subsequent private-sector guidance for their business-type activities and enterprise
funds, subject to this same limitation. The City has elected not to follow subsequent private-sector guidance.

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating revenues
and expenses generally result from providing services to other funds for equiprment usage. All revenues and
expenses not meeting this definition are reported as non-operating revenues and expenses. [Ifiwhen both
restricted and unrestricted resources are available for use, it is the City's policy to use restricted resources first,
then unresiricted resources as they are needed.

7. Budgets and Budgetary Accounting

Budgets are adopted on a basis consistent with the modified accrual basis used to reflect actual results in the fund
financial statements. This basis is consistent with accounting principles generally accepted in the United States of
America. Annual appropriated budgets are adopted for all required governmental fund types. The City employs
the following procedures in establishing the budgetary data reflected in the financial statements.

a. At the second council meeting in June, the City Treasurer submits to City Council the proposed operating
budgets for the fiscal year commencing the following July 1. The operating budgets include proposed
expenditures and resources to finance them.

b. A Public Hearing is conducted to obtain taxpayers’' comments, the date and time of the hearing will be
published in the local paper and disbursed no later than one week prior.

¢. The budget is legally adopted with passage by Council vote no later than the second regular meeting in June.
d. The budget is legally adopted at the activity level for the General Fund and Special Revenue Funds.

e. The City does not employ encumbrance accounting as an extension of formal budgetary integration in the
governmental funds. Appropriations unused at June 30 are not carried forward to the following fiscal year.

f. Budgeted amounts are reported as originally adopted or amended by the City Council during the year.
Individual amendments were appropriately approved by the City Council as required.
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City of the Village of Douglas
NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE A: DESCRIPTION OF CIiTY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -
CONTINUED

8. Cash, Cash Equivalents, and Investments

The City pools cash resources of various funds in order to facilitate the management of cash. Cash applicable to a
particular fund is readily identifiable. The balances in the pooled cash accounts are available to meet current
operating requirements. Cash in excess of current requirements is invested in various interest bearing
investments and disclosed as part of the City's investments. Cash equivalents consist of certificates of deposit
with original maturities of 90 days or less.

Investments include certificates of deposit with original maturities of greater than 90 days from the date of
purchase. All certificates of deposit are stated at market value in accordance with GASB 31, Accounting and
Financial Reporting for Certain Investments and for External Investment Pools.

9. Receivables

Receivables consist of amounts due from other governmental units for various financial assistance programs and
charges for services, accounts receivable related to charges for services, and other amounts owed to the City at
year-end.

10. Property Tax

The City of the Village of Douglas bills and collects its own property taxes and also taxes for other governmental
units. The City’s property tax revenue recognition policy and related tax calendar disclosures are highlighted in the
following paragraph.

Property taxes are levied by the City of the Village of Douglas on July 1 and are payable without penalty through
September 14. The July 1 levy is composed of the City’s millages, County’s operating millage, school taxes, and
State Education Tax. The December 1% levy is composed of County’s Senior and Road millage, Transit Authority,
District Library, Fire District, and school taxes. All real property taxes not paid to the City by March 1 are turned
over to the Allegan County Treasurer for collection. The Allegan County Treasurer purchases the receivables of all
taxing districts on any delinquent real property taxes. Delinguent personal property taxes are retained by the City
for subsequent collection. Collections and remittances of all taxes are accounted for in the Tax Receiving Agency
Fund. City property tax revenues are recognized as revenues in the fiscal year levied.

The City is permitted to levy taxes up to 20 mills ($20 per $1,000 of taxable valuation} for general governmental
services. For the year ended June 30, 2008, the City levied 11.2004 mills per $1,000 of assessed valuation for
general governmental services and 1.8814 mills for roads. The total Taxable Value for the 2007 levy for property
within the City was $128,343,537.

11. Interfund Transactions

During the course of normal operations, the City has numerous transactions between funds, including
expenditures and transfers of rescurces to provide services, construct assets, and service debt. The
accompanying financial statements generally reflect such transactions as operating transfers. Transfers between
governmental funds are netted as part of the reconciliation to the government-wide financial statements.

The Internal Service Fund (Motor Pool) records charges for equipment rental to various City departments and
funds as operating revenue. All City funds record these payments as operating expenditures/expenses.
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City of the Village of Douglas
NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE A: DESCRIPTION OF CITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -
CONTINUED

12. Compensated Absences

The City employees are granted vacation and sick leave in varying amounts. In the event of termination, an
employee is paid for accumulated vacation and sick days. All employees with accumulated unused vacation and
sick pay at June 30, 2008 were vested and the total due to them, along with the related payroll taxes, is recorded
entirely in the government-wide financial statements.

13. Capital Assets

Capital assets include land, buildings, improvements, infrastructure and equipment and are recorded (net of
accumulated depreciation, if applicable) in the government-wide financial statements under the governmentai
activities column. The City does not have a formal policy in place establishing capitalization thresholds, etc. but in
practice, capital assets are those with an initial individual cost of $3,000 or more and an estimated useful life of
more than one year. Capital assets are not recorded in the governmental funds. Instead, capital acquisition and
construction are reflected as expenditures in governmental funds, and the related assets are reported in the
government-wide financial statements. All purchased capital assets are valued at cost where historical records are
available and at an estimated historical cost where no historical records exist. Donated capital assets are valued
at their estimated fair market value on the date received.

The cost of normal maintenance and repairs that do not add to the value of the asset or materially extend asset
lives are not capitalized. Depreciation is computed using the straight-line method over the following useful lives:

Buildings 40 years
Buildings improvements 10 - 15 years
Land improvements 10 years
Water and sewer lines - infrastructure 40 years
Roads - infrastructure 20 years
Other infrastructure 10 - 40 years
Machinery and equipment 3-10 years

14. Accrued Interest Payable

Accrued interest is presented for long-term obligations in the government-wide financial statements.

15. Long-Term Obligations

Long-term debt and other long-term obligations are recognized as a liability in the government-wide financial
statements and proprietary fund types when incurred. The portion of those liabilities expected to be paid within the
next year is a current liability with the remaining amounts shown as long-term.

Long-term debt is recognized as a liability of a governmental fund when due or when resources have been
accumulated for payment early in the following year. For other long-term obligations, only that portion expected to
be financed from expendable available financial resources is reported as a fund liability of a governmental fund.

16. Deferred Revenue

Deferred revenue consists of amounts related to special assessments and other long-term receivables due in
future periods. None of these amounts are deferred in the government-wide financial statements.

17. Comparative Data

Comparative data for the prior year has not been presented in all funds in the accompanying financial statements
since their inclusion would make the financial statements unduly complex and difficult to read.
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City of the Village of Douglas
NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE A: DESCRIPTION OF CITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -
CONTINUED

18. Reserved/Desighated Fund Balance

Reserved fund balances are used to earmark a portion of fund balance to indicate that it is not appropriate for
expenditure or have been legally segregated for a specific future use. Designated fund balance indicates that
portion of fund balance that the City management has set aside for specific purposes.

19. Restrictions of Net Assets

Restrictions of net assets shown in the government-wide financial statements indicate that restrictions imposed by
the funding source or some other outside source which preciudes their use for unrestricted purposes.

NOTE B: CASH, CASH EQUIVALENTS, AND INVESTMENTS

The City utilizes a pooled cash account for all funds. The City's pooled cash account consists of a checking
account that is used to disburse all accounts payable. Each fund's portion of these pooled accounts is included in
the cash and cash equivalents caption on the basic financial statements.

The General Fund and Road Millage Fund each utilize separate investment accounts.
In accordance with Michigan Compiled Laws, the City is authorized to invest in the following investment vehicles:

1. Bonds, securities, and other obligations of the United States or an agency or instrumentality of the United
States.

2. Certificates of deposit, savings accounts, deposit accounts, or depository receipts of a State or nationally
chartered bank or a State or Federally chartered savings and loan association, savings bank, or credit union
whose deposits are insured by an agency of the United States government and which maintains a principal
office or branch office located in this State under the laws of the State or the United States, but only if the
bank, savings and loan association, savings bank, or credit union is eligible to be a depository of surplus funds
belong to the State under Section 5 or 6 of Act No. 105 of the Public Acts of 1855, as amended, being Section
21.145 and 21.146 of Michigan Compiled Laws.

3. Commercial paper rated at the time of purchase within the three (3} highest classifications established by not
less than two (2} standard rating services and which matures not more than 270 days after the date of
purchase.

4. The United States government or federal agency obligations repurchase agreements.
5. Bankers acceptances of United States banks.

6. Mutual funds composed of investment vehicles which are legal for direct investment by local units of
government in Michigan.

Federal Deposit Insurance Corporation (FDIC) regulations provide that deposits of governmental units are to be
separately insured for the amount of $100,000 for deposits in an insured bank for savings deposits and $100,000
for demand deposits. Furthermore, if specific deposits are regulated by statute or bond indenture, these specific
deposits are to be separately insured for the amount of $100,000. Michigan Compiled Laws allow for
collateralization of government deposits, if the assets for pledging are acceptable to the State Treasurer under
Section 3 of 1855 PA 105, MCL 21.143, to secure deposits of State surplus funds, securities issued by the Federal
Loan Mortgage Corporation, Federal National Morigage Association, or Government National Mortgage
Association.
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City of the Village of Douglas
NOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE B: CASH, CASH EQUIVALENTS, AND INVESTMENTS - CONTINUED

Deposits

As of June 30, 2008, the carrying amounts and bank balances for each type of bank account are as follows:

Account Type Carrying Amount Bank Balance
PRIMARY GOVERNMENT
Checking $ 989,305 $ 1,095,715
Certificates of deposit 817.136 817,136
1,806,441 1,912,851
COMPONENT UNIT
Checking 31,775 31.775
TOTAL REPORTING ENTITY $ 1,838,216 $ 1,944,626

There is a custodial risk as it relates to deposits. In the case of deposits, this is the risk that in the event of a bank
failure, the City's deposits may not be returned to it. As of June 30, 2008, the carrying amount of the City's
deposits was $1,838,216 and the bank balance was $1,944,626 of which $300,000 was covered by federal
depository insurance. The balance of $1,644,626 was uninsured and uncollateralized.

Investments

As of June 30, 2008, the City had the following investments:

Account Type Carrving Amount Fair Value
PRIMARY GOVERNMENT
MBIA - CLASS 3 51,695 $ 51.695
Credit risk

State law limits investments in certain types of investments to a prime or better rating issued by nationally
recognized statistical rating organizations (NRSRQ's). As of June 30, 2008, all of the City's investments in MBIA
were rated AAA/NV 1+ by Fitch,

Interest rate risk

The City has not adopted a policy that indicates how the City will minimize interest rate risk, which is the risk that
the market value of securities in the portfolio will fall due to changes in market interest rates.

Concentration of credit risk

The City has not adopted a policy that indicates how the City will minimize concentration of credit risk, which is the
risk of loss attributed to the magnitude of the City's investment in a single issuer.

Custodial credit risk

The City has not adopted a policy that indicates how the City will minimize custodial credit risk, which is the risk
that in the event of the failure of the counterparty, the City will not be able to recover the value of its investments of
collateral securities that are in possession of an outside party.
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City of the Village of Douglas
NOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE B: CASH, CASH EQUIVALENTS, AND INVESTMENTS - CONTINUED

Custodial credit risk - continued

Due to significantly higher cash flow at certain periods during the year, the amount the City held as cash and cash
equivaients increased significantly. As a result, the amount of uninsured and uncollateralized cash and cash
equivalents were substantially higher at these peak periods than at year-end.

The cash and cash equivalents and investments referred to above have been reported in either the cash and cash
equivalents or investments captions in the basic financial statements, based upon criteria disclosed in Note A, The
following summarizes the categorization of these amounts as of June 30, 2008:

Primary Component
Government Unit Total
Cash and cash equivalents $ 1242735 § 32,225  § 1,274,960
Investments 615,401 - 615,401
TOTAL $1858136 & 32225 § 1.890.361

The cash and cash equivalents captions on the component unit financial statements include $450 in imprest cash.

NOTE C: INTERFUND RECEIVABLES AND PAYABLES

The amount of interfund receivables and payables at June 30, 2008, are as follows:

Due to nonmajor governmental funds from:
Water and Sewer Revolving Fund ] 2,357

Amounts appearing as interfund payables and receivables arise from two types of transactions. One type of
transaction is where a fund will pay for a good or service that at least a portion of the benefit belongs to another
fund. The second type of transaction is where one fund provides a good or service to another fund. Balances
at the end of the year are for transfers that have not cleared as of the balance sheet date.

NOTE D: INTERFUND TRANSFERS

Permanent reallocation of resources between funds of the reporting entity is classified as interfund transfers. For
the purpose of the statement of activities, all interfund transfers between individual governmental funds have been
eliminated.

Transfers to Major Street Fund from:

General Highway Fund $ 176,000
Transfer to General Highway Fund from:
Nonmajor governmental fund $ 1.458
Transfers to nonmajor governmental funds from:
General Fund $ 2,750
General Highway Fund 153.000
$ 155750
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City of the Village of Douglas
NOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE E: CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2008 was as follows:

Primary Government
Restated
Balance Additions/ Deletions/ Balance
July 1, 2007 Reclassifications Reclassifications  June 30, 2008

Governmental activities
Capital assets not being depreciated

Land $ 93,800 $ - § - $§ 93,800
Construction in progress 16,880 - { 16.880) -0-
Subtotal of capital assets
not being depreciated 110,680 -0- { 16,880 ) 93,800
Capital assets being depreciated
Buildings 785,299 3,370 - 788,669
Improvements 538,617 - - 538,617
Machinery and Equipment 410,775 215,549 { 78186) 548,138
Infrastructure 6,297,508 194,510 - 7.192,018
Subtotal of capital assets
being depreciated 8,732,199 413,429 { 78,186 ) 9,067,442
Less accumulated depreciation for
Buildings ( 242,338) { 39,013) - { 281,351
Improvements ( 94,748 ) {( 28,399) - { 123,147
Machinery and Equipment { 314,602) { 64,277 ) 78,186 ( 300,693
Infrastructure (2,051,100 ) { 286.073) - (2,337.173
Total accumnulated depreciation (2,702,788 ) { 417762 ) 78,186 (3.042.364
Net capital assets being depreciated 6,029.411 { 4333) -0- 6,025,078
Capital assets, net $ 6,140,091 $( 4333 ) §(_ 16.880) $ 6,118.878

Depreciation expense was charged to the following governmental activities:

General government 3 62,371
Public safety 21,423
Public works 323,102
Recreation and cultural 10,866

Total depreciation expense $ 417,762
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City of the Village of Douglas
NOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE F: LONG-TERM DEBT

The following is a summary of changes in long-term debt (including current portion) of the City for the year ended
June 30, 2008:

Amounts
Balance Balance Due Within
July 1, 2007 Additions Deletions June 30, 2008 One Year
PRIMARY GOVERNMENT
Governmental Activities
Installment Purchases
Dutcher Lodge (second level) § 178,600 $ - $ 9,282 $ 169,318 $ 9,644
Dutcher Lodge (first level) 363,565 - 32,849 330,716 31,598
Accrued Legal Fees 19,835 - - 19,835 19,835
Compensated absences 69.784 51,391 44,457 76,718 49,867

$ 631784 $ 51391 § 86588 § 596587 § 110,944

Significant details regarding outstanding long-term debt (including current portion} are presented below:
PRIMARY GOVERNMENT

Installment Purchases

$190,000 Loan agreement dated March 17, 20086, due in monthly installments ranging from

$756 to $1,509 through March 1, 2021, with interest of 5.14 percent. $ 169,318

$448,403 Loan agreement dated July 10, 2004, due in monthly installments ranging from

$560 to $3,549 through August 10, 2017, with interest of 3.50 percent. 330,716
$ 500,034

The annual requirements to pay the debt principal and interest outstanding for the instaliment purchases are as
follows:

Year Ending
June 30 Principal Interest
2009 5 41,242 $ 19,302
2010 42,881 18,115
2011 44,589 16,407
2012 46,343 14,617
2013 48,213 12,783
2014-2018 232,423 33,948
2019-2021 44,343 3,513

$ 500034 § 118,685

Compensated Absences

Individual employees have vested rights upon termination of employment to receive payments for unused sick and
vacation time. The dollar amount of these vested rights, including related payroll taxes, which have been accrued
on the financial statements in the government-wide financial statements, amounted to approximately $76,718 at
June 30, 2008.
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City of the Village of Douglas
NOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE G: RETIREMENT PLAN

Plan Description

The City participates in the Michigan Municipal Employees Retirement System, an agent multiple-employer
defined benefit pension plan that covers all eligible {i.e., full-time) employees of the City of the Village of Douglas.
The system provides retirement, disability, and death benefits to plan members and their beneficiaries. The
Michigan Municipal Employees Retirement System issues a publicly available financial report that includes
financial statements and required supplementary information for the system. That report may be obtained by
writing to the System at 1134 Municipal Way, Lansing, Michigan 48817,

Funding Policy

The City is required to contribute at an actuarially determined rate: the rate during the year ended June 30, 2008
ranged from 8.37 - 24.43% of annual covered payroll. Employees are currently not required to contribute to the
plan. The contribution requirements of the City are established and may be amended by the Retirement Board of
MERS. The contribution requirements of plan members, if any, are established and may be amended by the City,
depending on the MERS contribution program adopted by the City.

Annual Pension Cost

For year ended June 30, 2008, the City of the Village of Douglas’ annual pension cost of $94,007 for the plan was
equal to the City of the Village of Douglas’ required and actual contribution. The annual required contribution was
determined as part of an actuarial valuation at December 31, 2005, using the entry aclual age cost method. Actual
contributions to the retirement system are based on actual reported monthly payroll. Significant actuarial
assumptions used include (a) an 8.00 percent investment rate of return (b) projected salary increases of 4.5
percent per year compounded annually, attributable to inflation (¢) additional salary increases depending on age,
seniority and merit, and {d) assumption benefits will not increase after retirement. The actuarial value of assets
was determined using techniques that smooth the effects of short-term volatility over a four (4) year period. The
unfunded actuarial liability is being amortized as a level percentage of payroll over a period of thirty (30) years.

Three (3) yvear trend information

Year Ended December 31,

2005 2006 2007
Actuarial value of assetls $ 1,113,382 $ 1,280,631 $ 1,404,289
Actuarial accrued liability (AAL) (entry age) 1,407,308 1,663,832 1,799,344
Unfunded AAL 293,916 383,201 395,055
Funded ratio 79 % 77 % 78 %
Covered payroll 682,016 738,339 630,356
UAAL as a percentage of covered payroll 43 % 52 % 63 %
Year Ended June 30,
2006 2007 2008
Annual pension cost $ 113,586 $ 109,044 $ 94,007
Percentage of APC contributed 100 % 100 % 100 %

Net pension obligation - - -
This trend information was obtained from the most recently issued actuarial reports.

The City also participates in the defined contribution option of the Municipal Employees Retirement System,
covering the City Manager. The contribution requirements of plan members, if any, are established and may be
amended by the City, depending on the MERS contfribution program adopted by the City. The City is required to
contribute 12% of the Manager's gross wages. While the program began in fiscat year ending June 30, 2008 there
was no contribution made by the City.
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City of the Village of Douglas
NOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE H: RISK MANAGEMENT

The City participates in a pool, the Michigan Municipal League Liability and Property Pool with other municipalities
for property, liability, boiler and machinery, auto, and crime. The pool is organized under Public Act 138 of 1982,
as amended as a governmental group property and casualty self insurance pool. In the event the pool's claims
and expenses for a policy year exceed the total normal annual premiums for said years, all members of the
specific pool's policy year may be subject to special assessment to make up the deficiency. The City has not been
informed of any special assessments being required.

The City also participates in a pool, the Michigan Municipal Workers' Compensation Fund, with other municipalities
for workers' compensation losses. The pool is organized under Public Act 317 of 1969, as amended. In the event
the pool's claims and expenses for a policy year exceed the total normal annual premiums for said years, all
members of the specific pool's policy year may be subject to special assessment to make up the deficiency. The
City has not been informed of any special assessments being required.

NOTE I: EXCESS OF EXPENDITURES OVER APPROPRIATIONS

Michigan Public Act 621 of 1978, Sections 18 and 19, as amended, provides that a local governmental unit not
incur expenditures in excess of the amounts appropriated.

In the budgetary comparison schedules, the City's budgeted expenditures in the General Fund and Major Special
Revenue Funds have been shown at the functional classification level. The approved budgets of the Cily have
been adopted at the activity level for the General Fund and the Special Revenue Funds.

During the year ended June 30, 2008, the City incurred expenditures in the General Fund in excess of the
amounts appropriated as follows:

Amounts Amounts
Appropriated Expended Variance
General Fund

General Government

Council 3 17,304 3 29,126 $ 11,822

Attorney 65,680 66,477 797
Debt Service

Principal 41,000 42131 1,131

Interest 23,740 23,947 207

NOTE J: RESTATED NET ASSETS

The City has retroactively adjusted the accounts receivable and capital assets, net of accumulated depreciation
balances of the governmental activities. Also, net assets for the governmental activities and component unit (DDA)
sections have been restated to appropriately reflect the activities of the component unit (DDA) in a discretely
presented component unit format. Net assets have been restated as follows:

Governmental activities net assets as of June 30, 2007 $ 4,540,380
Component unit activity ( 37,238 )
Overstated receivable 9,275
Understated capital assets, net of accumulated depreciation 3.061,585
Restated governmental activities net assets as of June 30, 2007 $ 7574012
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City of the Village of Douglas
NOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE J: RESTATED NET ASSETS - CONTINUED

Component unit net assets as of June 30, 2007 $ -
Component unit activity 37,238
Restated component unit net assets as of June 30, 2007 3 37,238

NOTE K: CONTINGENCIES

There are various potential legal actions pending against the City. Due to the inconclusive nature of many of the
actions, it is not possible for legal counsel to determine the probable outcome or a reasonable estimate of the
potential liability, if any. Those various other legal actions for which a reasonable estimate can be determined of
the City's potential liability and that would not be covered by insurance and reserves, if any, are considered by City
management and legal counsel to be immaterial.

NOTE L: CODE ENFORCEMENT FINANCIAL INFORMATION

The City has elected to report the financial activities of the code enforcement department in the General Fund.
The following is the required information as it relates to this department for the year ended June 30, 2008.

Revenues

Inspection fees $ 50,002
Expenditures

Contractor labor { 589805 )
Excess of expenditures over revenues ( 9,903 )
Cumulative excess at June 30, 2007 58,268
Cumulative excess at June 30, 2008 $ 48,366
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City of the Village of Douglas

BUDGETARY COMPARISON SCHEDULE

General Fund

Year Ended June 30, 2008

REVENUES
Taxes
Licenses and permits
Intergovernmental
State
Local
Charges for services
Fines and forfeits
Interest and rents
Other

TOTAL REVENUES

EXPENDITURES
Current
General government

Council
Attorney
Manager
Assessing
Elections
Building and grounds
Clerk / Treasurer
Insurance
Other

Total general government

Public safety
Police department

Public works
Department of public works

Community and economic development
Planning and zoning

Recreation and cultural
Parks department

Variance with

Budgeted Amounts Final Budget
Positive
Original Final Actual {Negative)

$ 1,499,890 $ 1,502,906 $ 1,516,304 13,398
51,940 56,414 61,735 5,321
117,252 121,860 120,869 (991)
401,140 401,140 435,883 34,743
15,000 15,000 15,000 -0-
7,700 13,546 13,992 446
76,700 76,950 43,168 (33,782)
16,700 25,105 14,951 {10,154)
2,186,322 2,212,921 2,221,902 8,981
13,885 17,304 29,126 (11,822)
55,000 65,680 66,477 (797)
100,280 110,504 103,240 7,264
62,100 64,000 53,905 10,095
3,850 5,082 3,538 1,544
130,110 142,820 96,619 46,201
222,626 266,376 243473 22,903
22,000 22,000 20,383 1,617
15,530 19,335 5,736 13,599
625,381 713,101 622,497 90,604
826,275 870,046 801,090 68,956
265,600 301,406 223,899 77,507
220,100 333,450 324,413 9,037
125,255 153,555 109,199 44,356
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City of the Village of Douglas

General Fund

BUDGETARY COMPARISON SCHEDULE - CONTINUED

Year Ended June 30, 2008

Variance with

Budgeted Amounts Final Budget
Positive
Original Final Actual (Negative)
EXPENDITURES - CONTINUED
Debt Service
Principal $ 36,000 $ 41,000 3 42131 $ (1,131)
Interest 23,740 23,740 23,047 (207)
Total debt service 59,740 64,740 66,078 {1,338)
TOTAL EXPENDITURES 2,122,351 2,436,298 2,147,176 289,122
EXCESS OF REVENUES
OVER (UNDER) EXPENDITURES 63,971 (223,377) 74,726 298,103
OTHER FINANCING USES
Transfers out (30,000) {30,000) (2,750) 27,250
NET CHANGE IN FUND BALANCE 33,971 (253,377) 71,976 325,353
Fund balance, beginning of year 830,915 830,915 830,915 -0-
Fund balance, end of year $ 864,886 $ 577,538 $ 202,801 3 325,353
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City of the Village of Douglas
Major Street Fund
BUDGETARY COMPARISON SCHEDULE

Year Ended June 30, 2008

Variance with

Budgeted Amounts Final Budget
Positive
Original Final Actual {Negative)
REVENUES
Intergovernmental - State $ 135,600 $ 140,800 $ 152,022 5 11,222
Interest 2,100 2,100 1,401 (699)
TOTAL REVENUES 137,700 142,900 153,423 10,523
EXPENDITURES
Current
Public works 146,145 279,072 241,561 37,511
Capital outlay 225,000 225,000 79,365 145,635
TOTAL EXPENDITURES 371,145 504,072 320,926 183,146
EXCESS OF REVENUES
(UNDER) EXPENDITURES {233,445) (361,172) (167,503) 103,669
OTHER FINANCING SOURCES
Transfers in 234,000 234,000 176,000 {58,000)
NET CHANGE IN FUND BALANCE 555 (127,172) 8,497 135,669
Fund balance, beginning of year 13,196 13,196 13,196 -0-
Fund balance, end of year $ 13,751 $ (113,976) % 21,693 135,669
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City of the Village of Douglas
Road Millage Fund
BUDGETARY COMPARISON SCHEDULE

Year Ended June 30, 2008

Variance with

Budgeted Amounts Final Budget
Positive
Original Final Actual {Negative)
REVENUES
Taxes & 240,575 $ 240,675 $ 241 181 3 506
Intergovernmentat 110,000 122,424 122,424 -0-
Interest 20,000 26,250 30,297 4,047
TOTAL REVENUES 370,575 389,349 393,902 4,553
EXPENDITURES - - - -0-
EXCESS OF REVENUES OVER
EXPENDITURES 370,575 389,349 393,202 4,553
OTHER FINANCING SOURCES (USES)
Transfers in - 1,708 1,458 {250)
Transfers out (424,000) {487,000) {329,000) 158,000
TOTAL OTHER FINANCING
SOURCES (USES) {424,000) (485,202) (327,542) 157,750
NET CHANGE IN FUND BALANCE (53,425) {(95,943) 66,360 162,303
Fund balance, beginning of year 594,282 594,282 594,282 -0-
Fund balance, end of year $ 540,857 $ 498,339 $ 660,642 $ 162,303
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City of the Village of Douglas
Nonmajor Governmental Funds
COMBINING BALANCE SHEET

June 30, 2008

Special Revenue Funds

Local Special Schultz Park
Street Events Launch Ramp
ASSETS
Cash and cash equivalents $ 11,176 $ 2,750 $ 47,236
Due from other governmental units 5,863 - -
Due from other funds - - -
Prepaids 397 - -
TOTAL ASSETS $ 17,636 $ 2,750 $ 47,236
LIABILITIES AND FUND BALANCES
LIABILITIES
Accounts payable $ 2,110 $ - $ -
Accrued liabilities 3,211 - -
TOTAL LIABILITIES 5,321 -0- -0-
FUND BALANCES
Reserved for prepaids 397 - -
Unreserved
Undesignated, reported in:
Special Revenue Funds 11,818 2,750 47,236
Capital Project Funds - - -
TOTAL FUND BALANCES 12,215 2,750 47,236
TOTAL LIABILITIES AND
FUND BALANCES 3 17,536 3 2,750 $ 47,236
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Capital Project

Fund
Total
Nonmajor
Center Governmental
Street Funds
$ - $ 61,162
- 5,963
2,357 2,357
- 397
$ 2,357 $ 69,879
$ - 3 2110
- 3,211
0- 5,321
- 397
- 61,804
2,357 2,357
2,357 64,558
5 2,357 $ 69,879




City of the Village of Douglas

Nonmajor Governmental Funds

COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCES

Year Ended June 30, 2008

REVENUES
Intergovernmental
Charges for services
Interest and rents

TOTAL REVENUES

EXPENDITURES
Current
Public works
Recreation and cultural
Capital outlay

TOTAL EXPENDITURES

EXCESS CF REVENUES OVER
(UNDER) EXPENDITURES

OTHER FINANCING SOQURCES (USES)
Transfers in
Transfers out

Special Revenue Funds

TOTAL OTHER FINANCING SOURCES (USES)

NET CHANGE IN FUND BALANCES
Fund balances, beginning of year

Fund balances, end of year

Local Special Schultz Park
Street Events Launch Ramp
47,840 - 3 -

- - 11,002

108 - 1,674
47,948 -0- 12,576
194,061 - -

- - 1,485

194,061 -0- 1,485
{146,113) -0- 11,091
153,000 2,750 -
153,000 2,750 -0-
6,887 2,750 11,091
5,328 - 36,145
12,215 2,750 3 47,236
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Capital Project

Fund
Total
Nonmajor
Center Governmental
Street Funds

$ - $ 47,840

- 11,002

967 2,649

967 61,491

- 194,061

- 1,485

112,191 112,191
112,191 307,737
(111,224) (246,246)

- 155,750
{1,458) {1,458)

{1,458} 154,292
{112,682) {91,954)
115,039 156,512

$ 2,357 $ 64,558




City of the Village of Douglas
Component Unit Fund
BALANCE SHEET - DOWNTOWN DEVELOPMENT AUTHORITY

June 30, 2008

ASSETS
Cash 3 32,225
Prepaids 225
TOTAL ASSETS $ 32,450
LIABILITIES AND FUND BALANCE
LIABILITIES
Accounts payable $ 228
FUND BALANCE
Reserved for prepaids 225
Unreserved - undesignated 31,997
TOTAL FUND BALANCE 32,222
TOTAL LIABILITIES AND FUND BALANCE $ 32,450

Note: Reconciliation of the balance sheet of this component unit's governmental fund to the statement
of net assets for the component unit is not required as the fund balance of the component unit
governmental fund was equal to the net assets of the component unit for the year ended
June 30, 2008.
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City of the Village of Douglas

Component Unit Fund

DOWNTOWN DEVELOPMENT AUTHORITY

Year Ended June 30, 2008

REVENUES
Taxes
Interest
Other

TOTAL REVENUES
EXPENDITURES
Current
Community and economic development
CHANGE IN FUND BALANCE

Fund balance, beginning of year

Fund balance, end of year

MNote: Reconciliation of the statement of revenues, expenditures and changes in fund balance of this
component unit's governmental fund to the statement of activities for the component unit is not
required as the net change in fund balance of the component unit governmental fund was equal
to the change in net assets of the component unit for the year ended June 30, 2008.
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%

8,200
1,377
15,200

25,777

30,793
(5,016)

37,238

32,222
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF THE FINANCIAL STATEMENTS

To the Honorable Mayor and

Members of the City Council
City of the Village of Douglas
Douglas, Michigan

We have audited the financial statements of the governmental activities, each major fund, the discretely presented
component unit, and the aggregate remaining fund information of the City of the Village of Douglas, Michigan as of
and for the year ended June 30, 2008, which collectively comprise the City's basic financial statements, and have
issued our report thereon dated November 20, 2008. We conducted our audit in accordance with auditing
standards generally accepted in the United States of America.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City of the Village of Douglas’ internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of expressing our opinions on
the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the City's internal
control over financial reporting.  Accordingly, we do not express an opinion on the effectiveness of the City's
internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in internal control over financial reporting that might
be significant deficiencies or material weaknesses. In addition, because of inherent limitations in internal control,
including the possibility of managemenl override of controls, misstatements due to error or fraud may occur and
not be detected by such controls. However, as discussed below, we identified certain deficiencies in internal
control over financial reporting that we consider to be significant deficiencies.

A control deficiency exists when the design or operation of a control does net allow management or employees, in
the normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A
significant deficiency is a control deficiency, or a combination of control deficiencies, that adversely affects the
entity's ability to initiate, authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a remote likelihood that a misstatement of the entity's
financial statements that is more than inconsequential will not be prevented or detected by the entity's internal
controls. We consider the following deficiencies to be significant deficiencies in internal control over financial
reporting:

PREPARATION OF FINANCIAL STATEMENTS

Michigan governments are required to prepare financial slatements in accordance with generally accepted
accounting principles {GAAP}. Responsibility for the financial statements of the City rests with the City's
management. The preparation of financial statements in accordance with GAAP requires internal controls
over both (1) recording, processing, and summarizing accounting data {i.e., maintaining internal accounting
records), and (2) reporling government-wide and fund financial statements, including the related note
disclosures {i.e., external financial reporting). This issue was noted and reported in fast year's audit
comments.
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PREPARATICON OF FINANCIAL STATEMENTS - CONTINUED

It has historically been common for many smaller governments Lo rely on the independent auditors to assist in
the preparation of the government-wide and fund financial statemenis, as well as the related notes to the
financial statements, as part of its external financial reporting process. As a result, a government's ability to
prepare financial statements in accordance with GAAP has typically been based, in part, on its reliance on the
independent auditors. By definition, independent auditors cannot be part of the government's internal controls.

The condition noted in the preceding paragraph exists at the City of the Village of Douglas. The cause for this
condition is simply because it is more cost effective to outsource lhe preparation of its annual financial
statements {o the independent auditors than to incur the time and expense of having the employees and/for
management obtain the necessary training and expertise required to perform this task internally.

As a result of this condition, the employees andfor management do not possess the qualifications necessary to
prepare the City's annual financial statements and notes o the financial statements in accordance with GAAP.
The City relies, in part, on the independent auditers for assistance with the preparation of annual financial
statements and related notes to the financial statements in accordance with GAAP.

We recommend the City consider obtaining the preper training for the appropriate staff members to assure that
they are able to fully understand what goes into the preparation of the annual audited financial statements,
assure there are no material misstatements, and assure there are appropriate disclosures in accordance with
accounting principles generally accepted in the United States of America,

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more
than a remote likelihood that a material misstatement of the financial stalements will be prevented or detected
by the enlity's internal control.

Our consideration of the internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in the internal control that might be
significant deficiencies and, accordingly, would not necessarily disclose all significant deficiencies that are also
considered to be material weaknesses. We consider the defictencies described below to be material
weaknesses in internal control over financial reporting.

MATERIAL JOURNAL ENTRIES PROPOSED BY AUDITORS

Material journal entries for the proper recognition of various financial stalement amounts were proposed by the
auditors. These misstatements were not detected by the City's internal control over financial reporting. These
entries were necessary to adjusl the special assessment receivable/deferral, record depreciation expense, and
correct capital assets.

Statement on Auditing Standards No. 112 (SAS 112), Communicating Internal Conlrol Related Matters
Identified in an Audif, emphasizes that management is responsible for establishing, maintaining, and
monitoring internal controls, and for the fair presentation in the financial slatements of financial position, results
of operations, and cash flows (where applicable}, including the notes lo the financial statements, in conformity
with U.S. generally accepted accounting principles. The auditor cannot be a part of internal controls. Through
the identification of material journal entries that were not otherwise idenlified by management, the auditors are
effectively part of the City's internal controls. This issue was noted and reported in last year's audit comments.

We recommend that the City lake sleps to ensure that material journal entries are not necessary at the time
future audit analysis is performed.

RESTATEMENT OF NET ASSETS

During the course of out audit, it was noted that previously issued government-wide financial statements were
materially misstated. A restatement of beginning net assets al the government-wide level for the governmental
activities to reflect the correction of misstated capital assets was necessary. This error was not detected by
the City's internal conlrol over financial reporting in the prior year and as a result there was a material
misstatement in the June 30, 2007 financial statements. Since these errors were not detected by the City's
internal control over financial reporting in the prior year, the City's internal controls did not effectively allow
management to detect material misstatements in the City's financial statements in a timely manner.

We recommend the City review procedures related to the review of financial reporting and take steps to ensure
that similar issues do not occur in the future.



Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Cily's financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements, noncompliance with which could have a direct and material effect on the determination of
financial statement amounts, However, providing an opinion on compliance with those provisions was not an
objective of our audit, and accerdingly, we do not express such an opinion. The results of our tests disclosed the
following instances of noncompliance.

UNFAVORABLE BUDGET VARIANCES

During our review of the City's compliance with the budgeling act, we noted that there were instances during
the year that the City was not in compliance wilh the applicable Public Act.

The Uniform Budgeting and Accounting Acl requires the City to adopt budgets for the General Fund and all
Special Revenue Funds, prohibits budgeting for a deficit fund balance, and requires the municipality to amend
the original adopted budget "as scon as it becomes apparent that a deviation from the original general
appropriations act is necessary and the amount of the deviation can be determined”. The Act also states that
“an administrative officer of the local unit shall not incur expenditures against an appropriation account in
excess of the amount appropriated by the legislative body".

We recommend the City monitor expenditures against adopted budgets and make appropriate budget
amendments as needed.

POLICIES AND PROCEDURES

Based on our discussions with management, we noted that the City has nol formally adopted written
procedures and policies for several areas of operation. Documenting specific policies and procedures allows
employees to have a clearer understanding of management’s expectations. It also allows management to
have greater visibility over those areas for which they are respeonsible. Specifically, we recommend that the
City formally adopt, and implement written procedures and policies in the following areas:

a. Fraud risk management program - We recommend that the Cily develop and formally implement a
fraud risk management program that is appropriate to the size and complexity of the organization.
Such a fraud risk management program may involve actively searching for fraudulent transactions
through the use of techniques such as data mining, but should also inform management and
employees as to the nature of fraud and actions expected lo be taken if fraud is suspected. This
would include publishing a definition of fraud, a statement that fraud will not be tolerated within the
organization, and instructions for reperting fraud within the chain of command.

b. Investment policy - During the course of our audit, it was noted that the City has not amended their
investment policy to address the reporting requirements of GASB Statement No. 40. Effective for the
year ended December 31, 2005 GASB Statement No. 40 is designed to inform financial statement
users about deposit and investment risks that could affect the City's ability to provide services and
meet its obligations as they become due.

c. Capitalization policy - We recommend the City develop and adopt a policy that defines when an item
should be included as a capital asset, method of depreciation, estimated useful lives, etc.

d. Conflict of interest - We recommend that the Cily develop and adopt a policy that defines what a
conflict of interest is and the disciplinary steps that would be laken for violations of policy. We further
recommend a periodic acknowledgement be signed and provided to the City confirming each
employee and Council Member received and agrees to the policy.

e. Purchasing policy - We recommend that the City develop and adopt a policy on how both routine and
speciat purchases should be handled and how the approval process of relaled expenditures such as
travel, vehicle, and other costs are approved and reimbursed.




POLICIES AND PROCEDURES - CONTINUED

f.  Cash handling procedures - One of the objectives of internal control is that no one person has access

to all aspects of a given transaction cycle. We recommend that duties and responsibilities for handling
cash receipts be arranged and separated so that a single employee does not perform more than one
of the following functions:

pooo

Opening mail containing payments
Receipting payments in the office
Prepare deposit

Taking deposit to bank

g. Credit card policy - We recommend that the City review their current credit card policy that is in place

to assure it complies with the State of Michigan requirements. The policy must include and/or address
the following items:

a.

b.

T Tm@ e

An officer or employee designated to oversee credit card issuance, accounting, monitoring,
and compliance with the policy;

The use of the credit card only for the purchase of goods and services for the official
business of the local unit;

User of the credit card must submit decumentation of what goods and services were
purchased, the cost, the date of purchase, and the official business for which purchase was
made;

Office or employee is responsible for credit card protection and custody and must report lost
or stolen cards;

Credit card o be returned to local unit at termination of cfficial or employee;

Internal control systems over the use of credit cards;

Approval of credit card invoices prior to payment;

The halance, including interest, must be paid within 60 days of the initial statement date;
Disciplinary measures for unauthorized use of credit card; and

Other matters the local unit considers advisable.

PUBLIC SAFETY EXPENDITURES

Based on our analysis and discussions with management it was noted that there is no specific justification or
way to specifically support the altocation of police related costs between the governmental units involved in the
joint police operations accounted for by the City of the Village of Douglas.

We recommend the City perform procedures on the call volume, types of calls, time invelved in both
municipalities, etc. and the related costs of the department to analyze the amounts being aliocated to each
unit. By doing this the Cily can assure they are incurring an appropriate amount of those costs and determing
if the current allocation of 50%/50% is appropriale.

This report is intended solely for the information and use of management, the Mayor and members of the City
Council of the City of the Village of Douglas, others within the City, and applicable departments of the State of
Michigan and is not intended to be and should not be used by anyone other than these specified parties.

M ."% hc,

ABRAHAM & GAFFNEY, P.C.
Certified Public Accountants

November 20, 2008



